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HOLD: Learning to stand on its own feet

» 2015 sales growth target of 10% is below expectations,
particularly given contribution from the new CRH projects

» We see a need for CRL to curb appetite in the land market and
focus on balance sheet preservation

» We establish a HOLD rating for the stock. Our fair value TP of
HKD21.7 is set at 30% discount (mean) to our revised current
NAV estimate

No surprise in FY14 results. CRL reported FY 14 core profit of HKD11,802m, largely in line
with our and consensus forecasts. The stabilization in GP margin at 30.6% (unchanged from
1H14) is in line with our forecast and management’s guidance. Core profit margin of 13.4% is
also within expectations. The board recommended a final DPS of HKDO0.41. Together with the
interim DPS of HKDO0.085, total DPS increased 13.3% y-o-y to HKD0.495.

2015 sales guidance lower than expected. CRL has a 2015 contracted sales growth
target of RMB76bn, representing growth of ¢10% y-o-y. This is lower than what we were
expecting as the newly injected projects alone will be contributing sales of RMB14bn, or
18% of the full year sales target. In our view, the moderate sales growth target may be a
reflection of CRL being deliberately conservative until market conditions clear up and
also the fact that it is relying more on CR City and putting less pressure on other projects
characterized with lower sell-through rates. In the near term, we expect sales momentum
to take a breather until 2H amid a back-end loaded project pipeline.

Time to scale back on acquisitions to preserve balance sheet strength. While net gearing
only saw a slight uptick from 39.2% in end-13 to 42.7% in end-14, we expect negative net
cash flow of RMB12bn in FY15, based on contracted sales assumption of RMB68bn and other
key outflow items as provided by the company. We note that 2015 will likely be the second
consecutive year where CRL will record a negative net cash flow and hence we see a need for
the company to curb its land market appetite. As at end-14, CRL has a landbank of 40m sqm
GFA, which the company estimates is sufficient for development needs of 4-5 years.

We establish a HOLD rating and set target price of HKD21.7, based on an unchanged
target discount of 30% on our revised NAV estimate of HKD31.0 (versus HKD30.9).
With the last meaningful batch of assets now injected from the parent company, CRL is
now on its own feet in driving future growth. Upside risk is a pick-up in sales momentum.

Downside risks are lacklustre sales and an overly aggressive land acquisition strategy.
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Financials & Valuation:

China Resources Land

Financial statements

Year to 12/2014a 12/2015e 12/2016e 12/2017e
Profit & loss summary (HKDm)

Property development revenue 80,482 84,385 95575 108,065
Property investment & other revenue 7,899 9,721 11,358 11,530
Cost of sales (61,338) (65,251) (73,436) (81,178)
Gross profit 27,044 28,855 33497 38417
Selling & Admin expenses (5,142)  (6,138) (6,817)  (7,336)
Other gains 1,106 0 0 0
Operating profit/EBIT 23,007 22,717 26,680 31,081
Net interest (799) (414) (648) (642)
Share of profit from asso. 58 409 760 1,577
Non-operating profit/loss 4,520 0 0 0
PBT 26,786 22,712 26,792 32,017
Taxation (10,745)  (8,186) (11,014) (13,948)
Minority interests (1,332) (1,782)  (1,382)  (1,778)
Net profit 14,708 12,744 14395 16,290
Core Profit 11,802 12,744 14395 16,290
Cash flow summary (HKDm)

Cash flow from operations 6,246  (8,824) 11,110 10,780
Capex (5,349)  (4,357)  (3,142)  (1,486)
Changes in investments (475) (15,380)  (6,508)  (5,992)
Dividends paid (2,932)  (4,053) (3,615)  (4,087)
Others 14,561 1,548 4856  (2,498)
Net change in cash 12,050 (18,466) 2,701 (3,282)
Cash at the beginning 28,239 40,289 21,823 24,524
Cash at the end 40280 21,823 24,524 21,242
Balance sheet summary (HKDm)

Shareholders’ funds 96,561 117,852 128,632 140,835
Long-term liabilities 65,320 72,138 71,640 70,659
Minority interests 10,560 12,342 13,724 15,502
Deferred items 9,641 10,124 10,630 11,161
Total capital employed 182,082 212,456 224,626 238,158
Fixed assets 82,210 86,416 89,430 90,795
Other assets 8496 10,886 13,349 16,151
Current assets 239,609 276,945 315,945 358,397
Total assets 330,315 374,248 418,723 465,344
Ratio, growth and per share analysis

Year to 12/2014a  12/2015e  12/2016e 12/2017e
y-0-y % change

Revenue 24% 6% 14% 12%
Operating profit 36% 1% 16% 16%
PBT 10% -15% 18% 20%
Reported EPS 0% -23% 13% 13%
HSBC EPS 25% -4% 13% 13%
Ratios (%)

ROIC ex-exceptional 8% % 7% 8%
ROAE ex-exceptional 13% 12% 12% 12%
ROAA ex-exceptional 4% 4% 4% 4%
Operating margin 26% 25% 25% 26%
Core profit margin 13% 14% 13% 14%
Interest cover ex-exceptional (x) 8.0 53 6.1 71
Net debt/equity (incl. Minorities) 41% 50% 47% 43%
Per share data (HKD)

Reported EPS (fully diluted) 2.52 1.95 2.20 249
HSBC EPS (fully diluted) 2.02 1.95 2.20 249
DPS 0.50 0.53 0.59 0.67
BV 14.79 18.05 19.70 21.56

HSBC <X»

HOLD
NAV breakdown
Particulars (HKDm) (HKDIsh) % of total asset
Development properties
Office/retalil 10,222 1.6 3.2%
Residential 219,510 33.6 68.6%
Investment properties
Office/Retail 64,540 9.9 20.2%
Residential 1,539 0.2 0.5%
Hotel properties 23,954 37 7.5%
Net debt (excl restricted cash) (81,809) (12.5)
Outstanding land premium (25,000) (3.8)
Outstanding LAT (10,359) (1.6)
NAV 202,598 31.0 100.0%
Source: HSBC estimates
NAV discount chart
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Learning to stand on 1ts
own feet

» No surprise in FY14 results. Margin stabilization within guidance
and expectation

» 2015 sales target growth guidance of +10% y-o-y is slightly lower
than expectation amid contribution of the new CRH projects

» Time to scale back on acquisition to preserve balance sheet
strength amid expectation of negative net cash flow

While CRL has achieved one of the strongest contracted sales performance in the first two months of the
year, up 77% y-o-y, versus a decline of 42% y-o-y for the sector, we note that the strong momentum was
driven by contribution from the newly acquired assets from the parent company. In line with our and the
market’s expectations, one of the projects acquired, CR City in Shenzhen, has generated very strong sales
response. However, given that the next batch of this project will not be launched until May/June, we
expect sales momentum to take a breather in the near term.

With respect to growth, asset injection will no longer be a key driver for the company and this in turn has
seen CRL step up its effort in acquiring new sites in the open market, particularly in the tier-1 cities.
While this may be a logical strategic approach, we see a need for the company to prioritize its efforts in
sales execution (of the existing landbank) over new acquisitions so as to maintain decent asset turnover
and leverage. CRL has stated that its current landbank of c40m sqm is sufficient for development in the
coming 4-5 years.

To us, a looming issue for the company is probably related to the managerial changes over the last few
years and the ongoing corruption investigation of group Chairman Mr. Song Lin. On the other hand,
concerns on the margin front should have subsided as margins have stabilized in 2014 and given the
attractive profitability profile of CR City (at c40% GP margin versus 30.6% overall GP margin achieved in
FY14). In the longer term, we believe it remains somewhat unclear whether the company is able to sustain
the growth momentum in the absent of parent company support (in respect of asset injections). In our view,
a key potential catalyst for the stock is much stronger-than-expected sales momentum while we would also
like to see the company scale back on new acquisitions after being quite active in the land market over the
past12-18 months. We shall continue to closely monitor sales momentum from projects other than CR City
in order to gauge CRL’s execution strength. We are establishing a HOLD rating on the stock.
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2015 contracted sales growth target of 10% y-o-y is below
our expectation

CRL has a 2015 contracted sales growth target of RMB76bn, representing growth of ¢10% y-o-y. This is
lower than what we were expecting as the newly injected projects alone will be contributing sales of
RMB14bn which represents 18% of the full year sales target. In our view, the moderate sales growth
target is probably a reflection of CRL being deliberately conservative until market conditions clear up and
also the fact that it is relying more on CR City and putting less pressure on other projects characterized
with lower sell-through rate. Indeed, CR City is expected to bring in sales of RMB8bn this year and is

likely be the most significant sales contributor for the year.

While CRL started the year very strong with January sales of RMB7.68bn, 33% above the average
monthly run rate in 2014, contracted sales momentum took a breather in February and will likely remain
somewhat slow until 2H given the back-end loaded pre-sale pipeline. In fact, management pointed out
that the 1H/2H sales split is around 35%/65%, respectively. In addition, we also point out that the next
batch of CR City, a high-ASP project that has had very strong sales response since end-14, won’t be
available for sale until May/June, according to Soufun. This means that there won’t be any heavyweight

projects to drive sales momentum in the near term.

In our view, sales performance from projects other than CR City will provide a better representation of

the company’s execution strength.
Meaningful completions underpin rental growth momentum

In our view, CRL’s rental portfolio is entering fruition period with monthly income reaching >RMB500m
since November-14. Last year, CRL completed six new malls, while there will be another six new malls
scheduled for completion this year. With the new openings, the monthly rental income increased from
RMB453/month on average in 2014 to over RMB516m/month YTD. In GFA terms, we expect CRL’s
investment property portfolio to grow from 3.4m sqm in end-14 to S5m sqm in end-15. We believe the
growing recurrent income base should further strengthen CRL’s leadership position as a landlord though
we would argue that competition has certainly become more intense amid a glut of new supply,

particularly in the lower-tier cities.

Land acquisition — time to scale back to preserve balance sheet
strength

In our view, CRL needs to exercise a more prudent approach in the land market in the remaining months
of the year. While it may be a logical strategic move to replenish landbank in the open market amid
completion of the last meaningful batch of asset injection from the parent company, we believe that the
company should prioritize its effort in sales execution (of the existing landbank) so as to maintain decent
asset turnover and importantly, to preserve its balance sheet strength. In 2015, we expect negative net
cash flow of RMB12bn, based on contracted sales assumption of RMB68bn and other key outflow items
as provided by the company (refer to table below for detail). We note that 2015 will likely be the second
consecutive year where CRL will be recording a negative net cash flow and hence see a need for CRL to
curb its land market appetite. As at end-14, CRL has a landbank of 40m sqm GFA which it has said is

sufficient for development needs in the coming 4-5 years.
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Land acquisition in 2015 YTD (as of 23 March 2015)

No. Project Acquisition Land area Total GFA Interest Total Land AV Attr. Land cost
month (sqm) (sqm) cost (RMBm) (RMB/sqm) (RMBm)
1 Beijing Fengtai Yalinxi Project Jan 63,165 178,615 26% 4,200 23,514 1,092
2 Beijing Fengtai Yalinxi Project Jan 54,060 159,559 24% 4,490 28,140 1,078
3 Jinan Xingling Project Jan 448,000 582,500 100% 1,966 3,375 1,966
4 Beijing Fengtai Baipenyao Project Jan 155,675 418,693 33% 8,625 20,600 2,846
5 Guilin Qintan Project Jan 148,900 500,000 100% 793 1,586 793
6 Nanchang West Railway Station Project Jan 58,099 128,000 100% 404 3,164 404
7 Shanghai Zhabei Project Mar 76,315 202,234 50% 7,052 34,870 3,526
Total 1,004,214 2,169,601 27,530 12,689 11,705
Source: Company data, HSBC
Note: 2014 attributable land cost was RMB22.25m
Cash flow analysis
(RMBbn) 2013 2014 2015E
Cash inflow 65.8 68.1 81.0
Cash collected from development properties 64.0 64.0 76.0
Rental income 1.8 41 5.0
Cash outflow (66.3) (75.9) (95.0)
Land premium (13.0) (30.6) (25.9)
Construction capex (36.3) (24.4) (41.0)
SG&A (4.3) (5.4) (5.6)
Tax 9.3) (11.0) (15.0)
Interest (1.8) (2.4) (3.0)
Dividend (1.6) (2.1) (2.5
Net cashflow (0.5) (7.8) (12.0)
Source: Company data, HSBC
Net gearing trend Contracted sales
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Balance sheet structure — increased exposure in onshore
borrowing leads to higher finance cost

CRL’s average funding cost has increased from 3.76% in 2013 to 4.47% in 2014, as it has increased its
weighting of onshore RMB denominated borrowing from 30.7% in 2013 to 36% in 2014, while it expects this
ratio to reach 45% by the end of this year. We believe the change in funding structure is partly attributable to

the market’s increasing focus on the potential impact of RMB depreciation on the offshore portion of the

balance sheet. With respect to the higher onshore funding cost, management highlighted that the actual increase

in net financing cost is lower than it appears as onshore interests are tax deductible.

HSBC <»



China Resources Land (1109 HK)

Real Estate
24 March 2015
Loan breakdown by currency Average funding cost
5.00% - 4.47%
36%
3.00% o
2.00% -
HK$ & US$ 1.00% -
64%
0.00% T T
2012 2013 2014
Source: Company data, HSBC Source: Company data, HSBC

What's changed? EPS, NAV and TP

We are leaving our 2015 earnings forecast largely unchanged and increasing our 2016 EPS forecast
slightly by 3% to reflect our updated project booking schedule. We introduce our 2017 EPS estimate at
HKD2.49, which represents growth of 13% y-o-y. Note that we have not made any changes to our
contracted sales forecast despite the seemingly lower-than-expected sales growth target, as we had

already been fairly conservative in our financial model assumptions.

Valuation and risks

We establish a HOLD rating for the stock and set a target price of HKD21.7 based on an unchanged
target discount of 30% (mean). We see fair value at a 30% discount to our current valuation NAV of
HKD31.0/share. Our NAV has been revised up by 0.4% from HKD30.9 to HKD31.0 mainly to reflect the
newly acquired landbank, outstanding land premium and net debt position as at end-14. Note that our
original assumption on ASP growth in 2014 and WACC have remained unchanged.

Key potential catalyst and upside risks include much stronger-than-expected contracted sales and rent
growth momentum. Downside risks are significantly slower than expected sales and ASP, and an overly

aggressive land acquisition strategy.
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FY14 results review

CRL reported FY 14 core profit of HKD11,802m, largely in line with our and consensus forecast. The
stabilization in GP margin at 30.6% is in line with our forecast and management’s guidance. Core profit margin
of 13.4% is also within expectation. The impact from higher-than-expected SG&A and finance cost (which
included an exchange loss) was offset by higher other income and lower-than-expected associate-level income.
The board recommended a final DPS of HKDO0.41. Together with the interim DPS of HKD0.085, total DPS
increased 13.3% y-o-y to HKD0.495. Dividend payout ratio is at 24% (vs FY13’s 27%).

Revenue growth driven mainly by more GFA booked in the year. Property development revenue growth of
24.2% y-o-y was mainly driven by higher sales volume. In FY 14, CRL delivered c.5.8m sqm GFA, up 15.9%
y-0-y. Project bookings during the year were concentrated in Shenyang (15% of development turnover),
Chengdu (14%), Jiangsu (13%), Shanghai (13%), Beijing (12%) and Wuhan (12%).

Decent growth in recurrent rental income from investment properties. FY 14 rental income
(including hotel) was up 17.6% y-o-y, underpinned by organic growth new project contributions. There
were seven projects including one hotel completed during the period. Chengdu MIXc and Nanning MIXc
made their first full year contribution and posted y-o-y increase of 39.4% and 17.8%, respectively.
Management indicated organic growth was around 11.2%

Margin was up 2.4ppt from FY13 level. Gross profit margin was up 2.4pts to 30.6% .The margin
increase during the year was due to relatively more booking of higher margin projects and adjusted
product mix. Core profit margin was 13.4% in 2014 versus 13.2% in 2013, impacted by higher SG&A

cost, finance cost and also lower associate level income.

Tighter SG&A cost control. The general and administrative expenses was up 20% y-o-y to HKD2.2bn
while selling and marketing expenses was up 40% y-o-y to HKD3.0bn, mainly due to higher contracted
sales achieved during the year. SG&A expenses as a percentage of total contracted sales was up 0.9pts
from 5.0% in 2013 to 5.9% in FY 14.

DPS up 13.3% y-o0-y. The company declared a final dividend of HKDO0.41 per share, bringing the full
year dividend to HKD0.495per share, up 13.3% y-o-y. The dividend payout ratio (on core EPS) was 24%
in FY14 (vs 27% in FY13).

Gearing level increased to 42.7%: Net gearing was up 3.5pts to 42.7% in FY 14 from 39.2% in 2013.
The increase is attributable by a 21% y-o-y growth in net debt which was only partially offset by a 14%
increase in total equity. Cash on hand is ample at HKD40.3bn, up 43% y-o-y.
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CRL FY14 results comparison table

(HKDm) 2013 2014 y-0-y% Remarks

Turnover

Sales of properties 64,818 80,482 24% Growth is mainly attributable to 15.9% y-o-y growth in booked
GFA to 5.8m sqm.

Property investment & management 3,960 4,627 17% Operational investment property GFA up 49% y-o-y to 3.41m
sgm. Organic growth was 11.2%, according to CRL.

Hotel operation income 662 810 22%

Construction & others 1,949 2,463 26%

Total Turnover 71,389 88,381 24%

Cost of sales (51,282)  (61,338) 20%

Gross Profit 20,107 27,044 34%

Other income and gains 766 1,106 44%

Selling and marketing expenses (2,106)  (2,959) 40%

General & administrative expenses (1,820)  (2,183) 20%

Fair value gains on investment properties 7,168 4,520 -37%

Finance costs (146) (799) 448% Average borrowing cost at 4.47% in FY14 versus3.76% in
FY13. There was an exchange loss of HKD30.3m in FY14
versus exchange gain of HKD340.5m in FY13

Share of results of associates & JCE 310 58 -81%

Profit before taxation 24278 26,786 10%

Income tax (ex LAT) (6,401)  (4,647) -21%

LAT (2,690)  (4,247) 58%

Profit for the year 15,187 17,892 18%

Less: minority interests (491) (1,332 171%

Net Profit 14,696 16,560 13%

Revaluation gain on IP, net of tax (5,252)  (4,758) 9%

Core Profit 9,444 11,802 25%

Reported EPS (HKD) 2.52 2.84 13%

Core EPS (HKD) 1.62 2,02 25%

DPS (HKD) 0.437 0.50 13%

Weighted number of shares 5,829 5,831 0%

Margins 2013 2014 ppt

SG&A to contract sales ratio 5.0% 5.9% 0.9

Gross margin 28.2% 30.6% 24

Reported NP margin 20.6% 18.7% (1.8)

Core profit margin 13.2% 13.4% 0.1

LAT to property sales revenue 4.2% 5.3% 1.1

Liquidity YE2013 YE2014  %chg

Long-term borrowings 48,645 65,320 34%

Short-term borrowings 16,256 19,414 19% About 24.1% of the interest bearing debt is due within one
year

Cash 28,239 40,289 43%

Net Debt 36,662 44,445 21%

Total equity (ex-minorities) 84,802 96,561 14%

Net gearing (ex-minorities) 43.2% 46.0% 2.8ppt

Total equity (incl-minorities) 93,587 107,121 14%

Net gearing (incl-minorities) 39.2% 41.5% 2.3ppt

Net gearing reported 39.2% 42.7% 3.5ppt

Source: Company data
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Rating distribution for long-term investment opportunities
As of 23 March 2015, the distribution of all ratings published is as follows:

Buy 41% (30% of these provided with Investment Banking Services)
Hold 40% (28% of these provided with Investment Banking Services)
Sell 19% (20% of these provided with Investment Banking Services)

For the purposes of the distribution above the following mapping structure is used during the transition from the previous to
current rating models: under our previous model, Overweight = Buy, Neutral = Hold and Underweight = Sell; under our
current model Buy = Buy, Hold = Hold and Reduce = Sell. For rating definitions under both models, please see “Stock ratings
and basis for financial analysis™ above.

Share price and rating changes for long-term investment opportunities

China Resources Land (1109.HK) Share Price performance HKD Vs HSBC Recommendation & price target history
rating history From To Date
Overweight (V) Neutral (V) 17 October 2012
Neutral (V) Overweight 30 January 2013
¢ Overweight Neutral 16 July 2014

2 .

2% | Target Price Value Date
** Price 1 18.48 28 June 2012
2 Price 2 18.67 19 August 2012
Price 3 19.06 17 October 2012
o4 Price 4 20.12 12 December 2012
16 1 Price 5 27.09 30 January 2013
Price 6 27.38 17 March 2013
1" Price 7 28.44 20 June 2013
Price 8 29.70 25 August 2013
Price 9 2418 09 February 2014
6 - Al ~ - - - Price 10 24.76 23 March 2014
o o ) ) po) poy Price 11 15.38 16 July 2014
2 2 = = = = Price 12 16.74 19 August 2014
Source: HSBC Price 13 22.20 21 January 2015
Price 14 21.60 09 February 2015

Source: HSBC
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